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Abstract 
The most common unethical conduct evidenced by the contractors are cover pricing, bid cutting, poor documentation, 
late and short payments, subcontractors’ lack of safety ethics, unfair treatment of contractors in tender/final account 
negotiations, competitors’ overstatement of capacity and qualifications to secure work, competitors’ falsification of 
experience and qualifications and bureaucratic, government policy. To minimise the lapse of ethical issues in the 
industry, the suggested solutions are divided into short, medium and long term categories based on the project time 
frame. The findings provide useful information to stakeholders on how to deal with the pressing ethical issues 
confronting the Malaysian construction industry.  
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1. Introduction 
The construction industry is classified as the most fraudulent industry worldwide (Transparency 
International, 2005) providing the perfect environment for ethical dilemmas, with its low-price mentality, 
fierce competition and paper-thin margins (FMI, 2004). This industry is considered to be one of the most 
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susceptible to unethical practices because it involves substantial capital investments, providing large scale 
opportunities for rent extraction as well as investments that usually cannot be redeployed after 
implementation.  Unethical practices can take place at every phase of a construction project – during 
planning and design, pre-qualification and tender, project execution and operation and maintenance. Such 
practices can result in projects which when completed are considered unnecessary, unsuitable, overlay 
complex components, overpriced or delayed (Hamzah et al, 2008).  
The effects of unethical practices have lasting impact detrimental to construction and engineering 
companies such as wasted tender expenses, tendering uncertainty, increased project costs, economic 
damage, blackmail, criminal prosecutions, fines, blacklisting and reputational risk.  The issue of 
professional ethics has sparked enthusiastic concern and pragmatic discussion among the general public 
and there is growing demand by the current literature for good ethical practices and professional behavior 
in the construction industry. In the face of its size and universality, the construction industry is often cited 
as plagued with graft and malpractices. Common issues highlighted are tendering practice, substandard 
quality of construction work, safety culture, payment woes, corruption and most importantly, public 
accountability for money spent on public buildings and infrastructure.                     
The scenario in the Malaysian construction industry is no exception, where graft and malpractices are 
numerously reported in the media and regarded as synonymous with construction players. The findings of 
research carried in construction industries in other countries, USA (FMI/CMAA 2004 and Jackson 
2004/2005), Australia (Vee and Skitmore 2003), South Africa (Pearl, Bowen and Makanjee 2005) and 
Hong Kong (Fan and Fox 2005) and the practices in Malaysia provides evidence that the construction 
industry is plagued with ethical issues. 
Ethical issues in the construction industry not only concern bribery or corruption but also conflict of 
interest and collusive tendering. Transparency International (2005) illustrates how corruption can add up 
to 25% to the cost of public contracting, generating waste of public resources, missed development 
opportunities, and unstable environment for businesses. The statistics also further indicate that the scale 
of corruption is higher in construction than any other of sector of the economy. For the Malaysian 
construction industry, reports indicate 17.3% of 417 government projects were considered ‘sick’ 
(Malaysia Ministry of Works, 2005) and of these sick projects, some of them were caused by unethical 
behaviours among the project participants. 
Unethical behaviour by the construction industry parties impacts the quality of projects (Rahman, et al, 
2007). Increase in unethical behaviour will see a consequential decline in the quality of project 
performance as evidenced by statistics from the construction sites. Though the number of industrial 
accidents overall has declined by 35% over an 8 year period from 2005, the construction industry 
recorded an increase of 5.6%. Fatalities increased a staggering 60% during the same period. One study 
found that poor management relating to poor inspection programmes, poor safety policies and lack of 
safety education programmes, and unsafe working methods as the main reasons behind these statistics. A 
lot of these companies are not even legally compliant, let alone going beyond compliance. 
With the rise in unethical issues in the construction industry, contractors have always been perceived 
as the main culprits and blamed for the defects that happen in the industry. The thousands of successfully 
constructed projects that have stood the test of time without any defects are ignored by the media when 
reporting the defective projects. Further, it is generally forgotten that there are two other main players, the 
clients and the technical consultants, who may be contributory factors responsible for the defects in the 
project. Hence, fundamental questions related to unethical issues were raised; what is the common 
unethical behaviours evidenced by the contractors during the life cycle of the project? How seriously are 
the unethical practices affecting the industry and in what ways can they be reduced? 
2. Literature review 
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The Malaysian construction industry is generally classified into two categories namely, general 
construction and special trade. General construction comprises three subsectors which are residential 
construction, non residential construction and civil engineering construction. The second category, special 
trade, involves activities such as metal works, electrical, plumbing, sewerage and sanitary, refrigeration 
and air-conditioning, painting, carpentry, tiling and flooring and glass.  
Recent studies show that fraud in construction businesses is widespread with the manufacturing, 
construction and engineering sectors as those highly involved in fraudulent activities (Fraud Survey, 
2009). At the same time, there is also evidence that poor governance disproportionately affects the poor, 
as they lack resources for alternatives. Since investment in infrastructure is a critical driver of economic 
growth, poor governance, mismanagement and corruption in construction projects can undermine social 
and economic development outcomes and serve as a structural brake on sustainable development.  
There are many reasons why professionals are involved in unethical practices. This may be due to 
insufficient legislative enforcement, fierce competition, the economic downturn, insufficient ethical 
education from schools and professional institutions, cultural changes and high complexity of 
construction works. The Malaysian construction industry is no exception. Even though there are 
guidelines and acts to guide the procurement process, ethical issues still arise in projects, leading to  lower 
project quality outcomes. In Malaysia, a number of high-profile public sector projects are muddied by 
problems; the headquarters of the Malaysian External Trade Development Corporation; delay in 
completion of school buildings; school computer labs; cracks in 31 pillars of the Middle Road Ring Two 
(MRR2) projects; and most recently, the collapsed roof of the Sultan Mizan Zainal Abidin Stadium in 
Terengganu (Board of Architects Malaysia, 2008).  
The Malaysian government is taking bold steps to address these ethical issues through a number of 
redemptive measures. The reforms include the establishment of the Anti-Corruption Agency, followed by 
the establishment of the Anti-Corruption Commission Act, 2009. At the same time, the Construction 
Industry Development Board (CIDB) launched the Construction Industry Master Plan (CIMP) in 2004, 
followed by the establishment of the Code of Ethics for contractors in 2007. This code demands honesty 
and integrity in performing responsibilities, compliance to laws and regulations, respect for individuals 
and society and the realization of the importance of quality, skills, health, safety and environmental 
preservation. 
In 2004, the Integrity Institute of Malaysia launched the National Integrity Plan (NIP) in a bid to 
reform integrity issues in Malaysia. The plan highlights the preventive approach to corruption by 
inculcating the values of honesty, integrity and ethics in individuals and society. The objectives of this 
plan are to establish a fully moral and ethical society whose citizens are strong in religious and spiritual 
values, with the highest ethical standards. With the current scenario where open competition based on 
equality in the procurement process is prevented, by an affirmative action policy that ensures 
opportunities for the Indigeneous Malay (Bumiputra) business community, there has been a consequential 
rise in unethical issues such as corruption and conflict of interest.  
Various literatures have shown that most unethical behaviour in the construction industry takes the 
form of unfair conduct, negligence, conflict of interest, collusive tendering, fraud and bribery. 
Furthermore, in terms of professional conduct, it has been identified that the majority of professionals 
believe that obligations to the client and public are of equal importance (Vee and Skitmore, 2003; Ray et 
al, 1999; May et al, 1999; Fan et al, 2001; Willamson et al, 2004). Vee and Skitmore (2003) have further 
classified unethical practices into four general types of actions which are unfair conduct, conflict of 
interest, collusion, fraud and bribery. 
2.1. Unfair conduct 
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Unfair conduct may occur in competition (unfair competition), in contracts (unfair contract terms), in 
staff promotion/dismissal/demotion (unfair labor practices) and in business practices (unfair business 
practice). For example, the following features of unfair conduct are been noted (Commonwealth of 
Australia, 1997): 
x Little or no ability to negotiate terms of the contract (pro forma ‘take it or leave it’ contracts are used)  
x Inadequate disclosure of relevant and important commercial information which the weaker party 
should be aware of before entering the transaction 
x Inadequate and unclear disclosure of important terms of the contract, particularly those which 
weighted against the weaker party 
x The dominant parties seek to vary the nature of a long – term relationship so that it is more favorable 
to them but which affects the viability of the weaker party 
x When disputes do arise there is often no quick, cheap and market – sensitive way of settling them and, 
even where such interventions do exist, there is a reluctance by weaker parties to access any remedial 
action through fear of reprisal.   
 
In their survey, Vee and Skitmore (2003) combine unfairness with dishonesty. It could be argued that 
dishonesty constitutes illegal behavior and is thus more appropriately linked to fraud. Instances quoted by 
Vee and Skitmore (2003) as being ‘unfair’ include actions by government agencies, such as ‘biased 
tendering evaluation system, the process of re- tendering and shopping for prices after tenders have 
closed’, as well ‘making it difficult for private businesses to compete’. Other instances relate to 
professional fees, such as ‘non-payment of consultants’ fees by clients and developers after engaging their 
services. The latter types of complaint is easier to prevent if consultants employ defensive contractual 
strategies, thereby helping to distinguish between business practices that are ‘unfair’ and those that are 
illegal. 
Allen (1990, p.794) defines negligence as ‘lack of proper care and attention; or carelessness’. 
Professionally, this would be the failure to exercise the degree of care considered reasonably warranted 
by the circumstances, resulting in an unintended injury to another party. To be negligent, the professional 
must have had the ability to be competent, but has disregarded the crucial importance of exercising this 
ability. The negligent professional disregards the course of action which is in the client’s best interest. 
2.2. Conflict of interest 
This is a situation in which someone in a position of trust, such as a lawyer, a politician or an executive 
or director of a corporation, has competing professional or personal interests which could make it difficult 
to fulfil his or her duties impartially. Even if there is no evidence of improper action, a conflict of interest 
can create an appearance of impropriety that can undermine confidence in the ability of that person to act 
properly in his/her position. Conflict of interest involves a personal interpretation of whether or not 
certain behavior is commonly acceptable, rather than if it is illegal. The onus should clearly be placed 
upon individuals to declare all possible instances of potential negative interpretation, before proceeding 
with projects. Vee and Skitmore’s (2003) study suggests that there is a high incidence of unacceptable 
behavior of this type in the Australian construction industry. 
Allen (1990,p.222) defines collusion as a secret understanding, especially for a fraudulent purpose’. 
Collusion is contrary to the principles of free competition. It benefits only the parties to the collusive 
agreement at the expense of those not privy to the arrangement. Sheldon (1982) examined collusion in the 
United Kingdom and holds that tendering may be conducted a priori through collusive agreements 
because such agreements are ‘an attractive means of maintaining a steady flow of work and achieving 
higher joint, risk – adjusted, discounted profits’ (Sheldon, 1982 p.12). Lee’s (1990) investigation of 
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collusion in the US highway construction industry found that it causes a reduction in the number of 
available builders, an increase in the average bid price, and a reduction in bid variance. This could lead to 
artificially increased building prices, quality compromises, company failures through unfair competition, 
a negative industry image, and decreased employee productivity through moral dissatisfaction. Zarkada-
Fraser and Skitmore (2000), note that from an economic perspective, collusion corrodes the basis and 
attacks the rationale of the competitive tendering system by restricting competition. Their study identified 
the internal and external (environmental and situational) factors that influence the moral decision- making 
process that leads to participation in collusive tendering agreements. The three most important factors are 
in the external environmental: whether I would be held legally liable for the action, whether there is a 
legal issue involved. Their research indicates that the professional’s decision whether to become involved 
in collusion is determined primarily by the legal implications. Conscience (what my intuition told me to 
do) was rated fourth out of the 25 factors identified in the study. 
2.3. Fraud and bribery 
Fraud and bribery are forms of corruption. Amundsen (2000) distinguished between political and 
bureaucratic corruption, ‘individual’ and ‘collective’ forms of corruption, and corruption as a mechanism 
of either ‘upward extraction’ or ‘downward redistribution’. The main forms of corruption identified are 
bribery, embezzlement, fraud and extortion. These concepts are partly overlapping and at times 
interchangeable with other concepts. The Danish Ministry of Foreign Affairs (2006) identified the 
common forms of corruption involved in procurement process as: bid rigging, collusion by bidders, 
fraudulent bids, fraud in contract performance, and fraud in an audit inquiry, product substitution, 
defective pricing or parts, falsification/misrepresentation of costs, bribery and acceptance of gratuities, 
misuse of government funds, travel fraud and theft and embezzlement. Gordon and Miyake (2001) argue 
that it is not always easy to define exactly what constitutes bribery and other corrupt practices, but 
identified facilitation payment, gifts and hospitality, conflict of interest and the use of intermediaries as 
falling within these practices. They identified three difficulties associated with defining bribery, namely: 
(1) drawing the line between acceptable relationship building and corrupt practices or bribery; (2) a 
difference between extortion and facilitation payments; and (3) tolerance of different practices in different 
cultures as an excuse for bribery and corrupt practices. 
Shakantu (2006) defines corruption as the ‘offering, giving, receiving or soliciting of anything of value 
to influence the action of an official in the procurement or selection process or in contract execution’. 
Bribery is therefore at the core of what is commonly viewed as unacceptable, corrupt practice. Amundsen 
(2000) listed the synonyms for ‘bribery’, such as kickbacks, gratuities, baksheesh, sweeteners, pay – offs, 
speed and grease money, and regarded fraud as an economic crime that involves some kind of trickery, 
swindle or deceit and has a broader legal and popular term that covers more than bribery and 
embezzlement. 
Hamra (2000) is of the view that bribery inhibits economic development and distorts competition. In 
addition, it disrupts distribution channels, destroys incentives to compete in quality and prices, 
undermines market efficiency and predictability and ultimately denies many people the right to a minimal 
standard of living. Powpaka (2002) argues that bribery becomes an ethical issue rather than a legal issue 
where there is either a general lack of law to prosecute those engaged in bribery or where there is law but 
it is not being used as often as it not fully enforced. 
3. Research Methodology 
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The objective of this study is to investigate the current status and practices of ethics in the Malaysian 
construction industry. Self-administered questionnaires were sent to obtain feedback from 300 Class A 
Contractors registered under the Construction Industry Development Board Malaysia (worth more than 
USD3.5 Million) on their experience of unethical practices in the construction industry. A total of 28 
usable questionnaires were returned which is considered low. The collected data was then analysed and 
tabulated by using simple average mean and percentages. Based on the information collected, the 
problems related to ethics in the construction industry were identified and probable solutions were 
suggested to address the unethical practices.    
4. Results and Discussion  
4.1. Demographic Information 
Of the 28 respondents, female respondents outnumbered male respondents. The majority of the 
respondents were between age 25 and 35. More than two third of all respondents self reported having 
diploma or higher. Of the all the contractors surveyed, more than 50 percent of the respondents were 
professionally positioned at the medium to top level executives. The number of years the participants was 
employed in the construction field range 3 to 20 years with the average being 7 years. The survey 
generated twenty-eight (28) respondents, with female respondents outnumbering male respondents. The 
majority of the respondents were aged between 25 and 35. More than 50 percent of the respondents were 
professionally positioned as medium to top level executives. The number of years the participants was 
employed in the construction field ranged from 3 to 20 years with the average being 7 years. 
4.1.1. Bribery  
 
The majority of the respondents had experienced or witnessed bribery in the industry, in the form of 
cash inducement, gift, favours, trips and appointments in the construction industry.  
4.1.2. Negligence 
 
The majority of the respondents had witnessed various forms of negligence in the construction industry 
which includes late and short payments, poor quality and inadequate information, lack of supervision, 
subcontractors’ lack of safety ethics, bad documentation and unfair treatment of contractors in 
tender/final account negotiations respectively. 
4.1.3. Fraud 
 
80% of the respondents had witnessed or experienced instances of fraud in the industry. 20% of the 
respondents affirmed that theft of materials and illogical request for time extensions happens quite often 
in their profession.  
4.1.4. Dishonesty and Unfairness 
 
88% of the respondents experienced unfair and dishonest conduct in the industry. These occur in the 
four major areas of tendering practices, bureaucratic or government policy, consultant fees and project 
costs and design and construction contractual agreements.  
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12% of the respondents experienced unfair and dishonest conduct quite often, with 41% stating that 
competitors quite often overstate their capacity and qualifications to secure work and falsify experience, 
capabilities and qualifications for tendering purposes. 38% of the respondents felt bias happens quite 
often in tender evaluations of the major contractors and 35% claim that clients pre-selected contractors 
before the calling of tenders which was conducted only to fulfil organisational and statutory requirements.  
Other unethical conduct highlighted as occurring quite often, as testified by more than 25% of 
respondents, are: 
x Client divulging information to the preferred tenderer (Tendering Practices) 
x Bureaucratic and Government Policy 
x Main contractors not paying and deducting subcontractors’ fees without proper justification 
4.2. Ranking of Unethical Practices in Construction Industry 
The highest ranked unethical practices as testified by the contractors are cover pricing (3.67), followed 
by bid cutting (3.30), late and short  payments (3.29), subcontractor’ lack of  safety ethics (3.12), unfair 
treatment of contractors in tender/final account negotiations (3.10), competitors overstating their capacity 
and qualifications to secure work (3.08), competitors’ falsification of experience, capabilities and 
qualifications (3.08),  bureaucratic and government policy (3.05) and  poor documentation (3.00). 
Respondents also suggested that changing the public’s perceptions of the construction industry requires 
short, medium and long term measures and strategies. These were as follows: 
4.2.1. 1. Short Term Measures 
 
x A complaints system in all departments should be enforced in the construction industry. Punitive 
measures, penalties or even cancellation of licenses on repeated violations may be introduced. At 
present, all complaints are submitted to the Malaysian Anti-Corruption Commission.   
x Organizations should spearhead ethical practices through organizational leadership. Also, ethical 
conduct and values of employees should be the criteria for rewards and promotions besides work 
related performance. 
x The introduction of ‘the integrity pact’ by the CIDB is imperative as a tool for clean bidding. The 
concept of agreement between the government and the bidder in the procurement process is to curb 
corruption in government procurement. This concept had been widely accepted in various countries 
worldwide.  
4.2.2. Medium Term Measures 
 
x An indigenous quality assurance group should be part of every project team to ensure quality along 
with ethical practices.  
x Internship with approved organizations should be made regulatory/obligatory for young technical 
graduates for a period of six months to groom them on professional matters including ethical aspects 
x The media’s role in promoting an ethical society is even more relevant today. It can play a very 
important role in overcoming ethical dilemmas and the formation of an ethical society by debating 
such issues publicly. In this context, training and increasing awareness is of paramount importance. 
4.2.3. Long Term Measures 
 
x The role of an independent judiciary in implementing the law cannot be overemphasized. 
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x Specific laws imposed by the government to ‘check’ unethical practices and the creation of an 
‘ombudsman’ for the industry are necessary. Hence, the trend is towards a compliance model, whereby 
professionals and organizations will be regulated, due to perceived inability to regulate their own 
behaviors 
x Research and development should be undertaken in the public and private sectors  to effectively 
address ethical matters 
x Tradesmen/technical manpower should not be allowed to work till they obtain proper training through 
recognized training institutions  
x Empowering ethics education is considered significant for setting the foundations of a professional, 
together with input on his roles in the industry from professional institutions later in his professional 
life, as a ‘check and balance ethics structure’. Organizations should make a conscious decision to 
pursue a corporate code of ethics 
x  An industry-wide code of ethics is considered necessary in order to foster an overall ethical 
environment. Crucially, its implementation requires the willingness and commitment by the legislative 
body to enforce it. 
5. Conclusion  
The construction industry plays an important role in the economic contribution for the development of 
the country. To obtain optimal benefits from the industry and ensure the smooth functioning of the 
industry itself, good ethical practices are vital. Despite the innovations and advanced technology that has 
taken place in the industry, good ethical practices by the players in the industry are crucial for its growth. 
Professional institutions and government agencies play a crucial role in minimizing ethical lapses in the 
construction industry.  
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